The paper studies the impact of globalization on financial development in a sample of 32 developed and developing economies over the period 1989-2012. Indicators of financial development include three banking indicators (private sector credit, domestic credit, and liquid liabilities) and three indicators of stock market development (value traded, turnover ratio and stock market capitalization), all relevant to GDP. Two panel estimation methodologies are under consideration: panel co-integration and panel VAR. The findings reveal that financial development affects economic growth and globalization positively. Globalization helps mobilize economic growth, but does not help financial development as it helps increase access to external financing. Quality institutions do not impact financial development although the latter increases incentives for better quality institutions in support of sustainable growth.
Introduction
The economic consequence of globalization has received much attention of researchers and academicians for the last two decades. The process of globalization boosts economic growth via promoting real economic activity of an economy. It also transfers goods and services across the borders (bilateral trade), mobilizes physical and human capital, and helps the flow of ideas across the world. This process integrates the societies and economies (Agenor, 2003) . Globalization has also helped the countries to discover new trade routes using efficient transport technology to reap the optimal fruits of openness to trade (David and Scott, 2005) 1 . In the presence of globalization, the domestic interest rates are influenced due to increased competition between local and foreign banks. This helps reduce the cost of investment, boosting domestic production and hence economic growth (Baldwin and Forslid, 2000) .
1
At the same time, openness to capital flows may also increase opportunities for portfolio risk diversification and consumption smoothing through borrowing and lending; and producers who are able to diversify risks on world capital markets may invest in riskier (and higher-yield) projects, thereby raising the country's rate of economic growth (Obstfeld, 1994).
3
There are numerous empirical studies investigating the relationship between globalization and economic growth. Openness strongly affects financial development in middle income countries where institutional quality is good compared to developing economies. Furthermore, Law (2009) also argued that the financial sector is unable to reap the fruits of foreign capital inflows and trade openness due to weak institutional quality and low competition among the banks in developing economies.
After exploring the relationship between globalization and financial development, Falahaty and Law (2012) empirically investigated globalization-finance nexus using data of MENA countries over the period of 1991-2007 by applying PVAR and FMOLS approaches. They reported that globalization does have an effect on institutional quality that impacts financial development and economic growth. Their analysis suggests that the government should play her role in designing appropriate economic policy to reap optimal fruits from globalization in the MENA region. 80   100   1989  1990  1991  1992  1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010 1989  1990  1991  1992  1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010 250   1989  1990  1991  1992  1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010  2011 1989  1990  1991  1992  1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010 
II.IV Panel Cointegration Test
Granger, (1981) was the pioneer who introduced the concept of cointegration in time series data.
Cointegration test was further developed by Engle and Granger (1987) , Philips and Ouliaris employed in the present study. These tests are based on structural dynamics rather than residuals dynamics so that they do not impose any common factor restriction. Null hypothesis of no cointegration is tested by assuming whether the error correction term in a conditional error model is equal to zero. If the null of no error correction is rejected, then the null hypothesis of no cointegration is also rejected. The error correction model based on the assumption that all the variables are integrated of order 1 is as follows: 
Where, (1 ) t dt   holds the deterministic components, (9) can be rewritten as:
 is the adjustment term that determines the speed by which the system adjusts back to the equilibrium relationship. The reparameterization of the model makes the parameter 
II.V Panel VAR Approach
We also employ a panel vector auto regression methodology (PVAR) that combines the traditional VAR approach with panel data approach (Love and Zicchino 2006 show the magnitude of the total effect.
II.VI Data and Data Source
The 32 
IV. Empirical Results and their Discussions
The results of LLC and IPS panel unit root test in the presence of intercept and, intercept and trend are reported in Table-2 and Table- we proceed with panel causality tests using the panel VAR methodology.
Panel VAR results are reported in Table- causality Further, at lag one, the economic growth variable is found to be significantly influenced by its own lagged value in all of six panels, implying high degree of persistence in the growth process.
The results of variance decomposition are reported in Table- Further, the response of globalization to economic growth is close to one but the response of institutions to economic growth is less than 1%.
Table-5: Panel VAR Estimation Results

Response of
Response to Finally, we describe the graphs of the impulse response functions and the 5% error bands generated by Monte Carlo simulations. Figure-1 to 6 display the graph of impulse responses for all selected panels. The effect of financial development shocks on economic growth is found to be negative in Figure 1 From a policy perspective, the general results of the study suggest that policy efforts should be focused on financial sector development; promoting financial integration; minimizing government intervention in financial sector; facilitating the establishment of financial institutions for increasing credit delivery to the private sector; creating the enabling legal environment for the efficient allocation of credit to private sector; creating reforms to strengthen creditors' rights and strengthening the operation of stock markets. All these factors help financial sector development and enhance the efficiency of resource allocation, enabling a better function of medium and long term finance for investment. Further, to take advantage of the positive 31 interaction between financial development and economic growth, countries should liberalize the economy, enhance quality institutions and reduce impediments to further global integration. In addition, institutional quality is essential to accelerate globalization and financial development, further increasing the premium on financial sector development to that end, policies should aim at offering a better protection of property rights, achieving political stability, reduction in government corruption, strong law enforcement system, better quality of financial information, enhanced supervision of the banking system, more stable macro-economic environment, and sound management of ethnic conflict with a goal to promote globalization and financial development in support of sustained economic growth over time. 
